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SUBJECT: RECENT ECONOMIC DEVELOPMENTS 

1 . SUMMARY. FINANCE MINISTER CHRETIEN IN A RECENT SPEECH 
LEFT THE DOOR OPEN TO FURTHER GOVERNMENT STIMULUS IN THE 
SPRING BUDGET. INDUSTRIAL PRODUCTION HAS RESUMED GROWTH 
AND RETAIL SALES ARE STRONG. THE RECENT INCREASE IN U.S. 

INTEREST RATES HAS GREATLY DECREASED DIFFERENTIALS WITH 
CANADA, BUT SO FAR THIS HAS HAD LITTLE EFFECT ON CANADIAN 
INTEREST RATES OR THE EXCHANGE RATE. END SUMMARY. 

2. IN A SPEECH JANUARY 16, FINANCE MINISTER CHRETIEN NOTED 
THE OECD HAS FORECAST FOUR PERCENT GROWTH OR LESS FOR THE 
CANADIAN ECONOMY THIS YEAR, BUT HE AGAIN FORECAST FIVE 
PERCENT REAL GROWTH. WHILE NOTING THE OECD "HAS NOT URGED 
FURTHER ACTION ON US", SPEECH LEFT THE DOOR WIDE OPEN FOR 
FURTHER STIMULUS IN THE NEXT FEDERAL BUDGET NOW EXPECTED 
AROUND THE END OF MARCH. CHRETIEN NOTED THAT NO GROWTH 
COULD BE EXPECTED IN INVESTMENT AND THAT CONSUMERS WERE 
HESITANT, SUGGESTING THAT IF THERE IS NO FURTHER GOVERNMENT 
STIMULUS, THE CANADIAN GROWTH TARGET OF FIVE PERCENT CAN 
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ONLY BE REACHED THROUGH A VERY LARGE INCREASE IN THE REAL 
FOREIGN BALANCE COMING FROM THE EFFECTS OF CANADIAN CUR- 
RENCY DEPRECIATION AND STRONG GROWTH IN OTHER COUNTRIES. 

CHRETIEN ALSO NOTED THE CPI RATE OF INCREASE WOULD BE DOWN 
TO SIX PERCENT "BY YEAR END". PREVIOUSLY HE HAD 
SUGGESTED SIX PERCENT WOULD BE THE INFLATION RATE "IN" OR 
"DURING" YEAR AS A WHOLE. 
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3. INDUSTRIAL PRODUCTION IN NOVEMBER WAS UP 0.6 PERCENT 
FROM OCTOBER (REVISED) TO 125.6 (1971 EQUALS 100). THIS 
FINALLY SURPASSES THE PEAK REACHED IN JUNE, BUT IS STILL 
LESS THAN ONE PERCENT ABOVE THE IP LEVEL OF LAST JANUARY. 
MINING, UTILITIES. AND MANUFACTURING ALL SHOWED INCREASES 
IN NOVEMBER. 

4. CONSUMPTION. RETAIL TRADE ADVANCED A HEALTHY 4.1 PER- 
CENT IN NOVEMBER OVER OCTOBER. NEW AUTO SALES WERE UP 

11.4 PERCENT. HOWEVER, CONSUMER CREDIT OUTSTANDING (MONTHLY 
REPORTERS) IN NOVEMBER WAS UP ONLY 12 PERCENT FROM A YEAR 
EARLIER, DOWN FROM AN INCREASE OF 16 PERCENT IN THE EARLY 
PART OF THE YEAR. 

5. PRICES. CONSUMER PRICES, LED BY FOOD, WERE UP 0.8 PER- 
CENT IN DECEMBER. THE TWELVE MONTH AND YEAR OVER YEAR 
INCREASE WAS 9.5 PERCENT AND 8.0 PERCENT. ON THE SAME 
BASIS, NON-FOOD COMPONENTS OF THE CPI WERE UP 7.4 AND 3.0 
PERCENT. SEE SEPTEL FOR DETAILS. 

6. INTEREST RATES IN THE U.S. HAVE RECENTLY MOVED UP, BUT 
SHORT TERM RATES IN CANADA HAVE GENERALLY NOT, LOWERING 
SHORT TERM U.S.-CANADIAN INTEREST RATE DIFFERENTIALS. 

INTEREST RATE DIFFERENTIALS: RECENT LAST MONTH LAST YEAR 
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(BASIS POINTS) 

BANK RATE 100 150 300 

PRIME RATE 25 50 300 

THREE MONTH TREASURY BILLS 48 111 349 

DAY TO DAY FUNDS 75 92 470 

THE LOWERING OF THE DIFFERENTIALS HAS NOT BEEN ACCOMPANIED 
BY ADDED PRESSURE ON THE CANADIAN DOLLAR EXCHANGE RATE, 
INDICATING SOME EXPECTATION THAT U.S. RATES WILL NOT MOVE 
UP VERY FAR VERY SOON. HOWEVER, WITH ROOM FOR MANEUVERING 
NOW REDUCED, FURTHER INCREASES IN U.S. RATES ARE LIKELY 
TO BE FELT QUICKLY EITHER ON THE CANADIAN INTEREST RATES 
OR THE EXCHANGE RATE. ENDERS 
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